


Money Market. 


HE money market has not shown 

the degree of relaxation which had 

been hoped for following January 

Ist. and after the completion of 

payments upon the Second Liberty 
Loan. To be sure these payments were ac- 
complished with remarkable ease, considering 
their magnitude, and the bank statements show 
only moderate loans on that account, but other 
loans and discounts are very high and showing 
little tendency to decline, although this is the 
season of the year when they usually work 
lower. 

Although interest rates are about the same 
as a month ago there is less flexibility in the 
situation. The banks are taking care of the 
requirements of customers, but doing little be- 
yond this, and the effect of this situation is to 
keep borrowing within channels, and eventu- 
ally to make conditions less liquid. If interest 
rates followed the course of commodity prices 
they might easily be much higher, and it is a 
question whether they ought not to be higher 
as a restraining influence. The fact that in- 
terest rates do not rise with the demand for 
commodities and prices encourages business 
expansion, which would be beneficial if it re- 
sulted in a real expansion of production, but 
the chief effect now is upon prices. The 
banks, however, are reluctant to raise rates 
above the accustomed levels, and would be 
subjected to criticism if they did. The Fed- 
eral reserve banks are expected to take the 
lead in making policies, and in November and 
December a general increase of about % per 
cent. was put into effect. The Boston reserve 
bank is maintaining a rate of 5 per cent. upon 
_ discounts of 16 to 90 days, against 4%4 at the 
other reserve banks on 16 to 60 day paper, and 
4Y, at all but the Chicago and Minneapolis 
banks on 61 to 90 day paper. 

Call money rates in New York have been 
governed by the transfers between the banks 
and the Treasury, ranging from 3 to 6 per 
cent. The payments upon the last installment 
of the Second Liberty loan amounted for the 
whole country to about $350,000,000, and the 
drafts drawn by the interior upon New York 
were promptly offset by transfers through the 
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Gold Settlement fund from the other reserve 
banks to the New York bank. 

The attention of individuals and officers of 
corporations having heavy taxes to pay next 
June is again directed to the importance of 
making provision for the means of payment at 
an early day. If they expect to borrow the 
requisite funds on the last day in the afternoon 
they may have an unpleasant experience, for 
no one can tell how many of such cases there 
will be. The offering of 4 per cent. Treasury 
Certificates due June 25 is well suited to this 
purpose, but in any event some arrangement 
should be made in ample time. 


London Money Market. 


It is a noteworthy fact that money is easier 
in London than in New York, and that the 
market rate in London is now lower than at 
any time in 1916 or 1917, 4 per cent. being the 
present Bank of England rate to clearing house 
banks. The rate on Treasury 3 and 6 months 
bills was reduced from 4% per cent. to 4 per 
cent. on December 27th. Three years ago, 
when our Federal Reserve Board inaugurated 
the campaign to create a discount market here 
for foreign trade acceptances, the New York 
rate on that class of paper was 2 to 2% per 
cent. and the London rate was 5 per cent., but 
the New York rate has advanced to 4 to 4% 
per cent. and the London quotation has fallen 
to 3 15-16 to 4 1-16. 


This seems to be an extraordinary situation, 
after England has been 3% years at war, and 
has raised and spent about $24,000,000,000 of 
new money. We must conclude that the de- 
mand for credit for business uses is lighter 
there than in the United States, doubtless be- 
cause of more stringent control over industry. 
An individual cannot employ money or labor in 
England for any purpose he chooses and it is 
time to think about the same policy here. 


Bank of England, 4 Years. 


In this connection it is interesting to re- 
view the condition of the Bank of England as 
shown by the first statement in January for 
four years, and the figures are given below, to- 
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gether with the market rate for 3 months bills, 
and amount of Exchequer notes outstanding: 


1915 1916 1917 1918 


Circulation .. £35,876,575 £35,194 ass £39,895,160 £46,591,020 
Public deposits 23, 808, 64 58 87156, 684 53,147,093 32,074,902 
Other deposits 133, '348, 529 105, 335, $76 116,388,305 158,411,326 


Government 
oO -—pgoeaeaa 14,810,845 32,840,016 62,187,545 70,833,770 
ther 
108,921,870 114,748,048 91,789,493 106,480,723 
51,421,918 34,358,315 33,572,304 31,057,820 


Securities. . 
Reserve in 
68,848,493 51,102,580 54,957,464 59,198,840 


bank’g ‘snk. 
Coin and 
bullion . 
Proportion of 
reserve to 
liabilities .. 323 21 193 163 
Bank rate of 
discount 
Market rate 4 
mos. bills... 
Exchequer cur- 
rency notes 
in circulat’n 38,478,164 103,125,099 150,144,177 212,450,951 


5S percent. Spercent. 6 percent. 


2 15-16 53 53 


Thé classifications, “Government securities” 
and “other securities” describe collateral loans. 
It will be noted that the increase of all loans in 
three years is only about £54,000,000, or ap- 
proximately $250,000,000, which is not large in 
view of the magnitude of financial operations, 
and the increase of deposits is less, but the 
financial critics are attacking the Treasury 
management for using too much bank credit. 
The figures should interest Americans who 
contend that the banks must finance the war. 
The only sign which seems to tell of inflation 
in large degree, is the increase of exchequer 
currency notes, of which about $1,000,000,000 
are now outstanding. These notes have not 
been issued in payment of government ex- 
penses, but to the banks in exchange for gold 
and Bank of England notes and it is claimed 
that they have been needed to take the place 
of gold in circulation and to provide the larger 
amount of currency required by the higher 
prices and intense industrial activity. 

Coincident with the reduction of the rate of 
interest on British Treasury bills interest rates 
on bank deposits in London were dropped to 
3% per cent., except to foreign depositors, who 
will continue to receive 4% per cent. This is 
for the purpose of retaining foreign deposits. 


Banking Conditions. 





The Federal reserve banks show a slight re- 
duction of re-discounts from the high point, 
bill holdings on January 25 aggregating $901,- 
574,000, against $961,852,000 on November 30. 
Some of this was due to the payment of loans 
made upon Treasury certificates which were 
retired. Bill holdings a year ago were $113,- 
408,000. Total earning assets January 25 were 
$1,029,670,000, against $181,426,000 a year ago. 
It is instructive to compare this expansion with 
the Bank of England changes shown above. 
The combined reserve of the twelve banks is 
65.4 per cent. of deposit and note liabilities. 

The reports of member banks of the leading 
banking centers of the country, inaugurated by 
the Federal Reserve Board, in December show 





comparative condition on December 7 and Jan- 


uary 18 as follows: 
Dec. 7 
(607 banks) 

U. S. Securities owned $1,763,125,000 
Loans secured by U. S. bords and 

certificates 373,517,000 
All other loans and investments. - 9,542, "255, 7000 9,958,227,000 
Reserve with Federal reserve banks. Xe 137, 765, 7000 1,147,274,000 
Cash in vault ”388,228,000 394,856,000 
Net demand in deposits on which 

reserve is computed...........++ 8,390,965,000 8,901,939,000 
Time deposits 1,259,906,000  1,361,800,000 


Jan. 18 
(662 banks) 
$935,794,000 


381,310,000 


Considering the larger number of banks re- 
porting in January this shows a fair reduction 
of loans based on United States securities. . 
The reduction in United States securities 
owned is due largely to the payment of Treas- 
ury certificates. The total amount of Govern- 
ment securities owned may be compared with 
$768,144,000 owned by all national banks on 
May 1, 1917, before the war loan was issued. 

The representative character of these re- 
porting banks is shown by comparing their de- 
mand deposits, which aggregate $8,901,939,000, 
with the deposits of all national banks on 
September 11 last, which were $7,679,370,000. 


Banking Expansion. 


The banking expansion which has taken 
place since the close of the year 1914 is indi- 
cated by the following condensed statement of 
the deposits, loans, and holdings of United 
States and other securities of national banks at 
the dates given: 

In thousands of dollars, 000 omitted. 


Dec. 31, Nov. 10, Nov. 17, 
1914 1915 1916 


Nov. 20, 
1917 


Deposits, net, on 
which reserve is 
computed ......$6,668,325 $8,256,662 $9,976,980 $10,348,806 
Loans and dis- 
counts, including 


overdrafts 7,241,140 8,355,101 9,550,571 


bon 777,765 724,473 2,354,183 
Other stocks, bonds 


and securities*.. 1,313,787 1,343,822 1,747,794 1,949,619 

* Exclusive of Federal Reserve Bank stock. 

t Includes United States certificates of indebtedness and pay- 
ments on account of subscription for Liberty loan bonds. 

The principal items of the weekly statement 
of the Clearing House banks of New York are 
given below for the dates stated: 


Jan. 26, 1918 Dec. 1,1917 Dec. 30, 1916 


ep minenyeenne 
»113,882,000 $4,838,935,000 #3. aa 450,000 
Net p RE deposits : 666, 713,000 3,465,325,000 334 272 *000 
4 54 7000 931,155,000 


Net Gov't Sem. 
690,318,000 723,703,000 668i 842,000 


Cash and reserves. 
Excess reserve .... ,681,750 152,122,000 117; 335 "000 


* Not reported in Clearing House statement. 


The increase of loans and investments shown 
by these figures has been mainly due to hold- 
ings of Government securities, principally 
Treasury certificates. 

The deposits, loans and discounts and cash 
resources of all banks of St. Paul and Minne- 
apolis, for the dates stated, are given below, 
as an indication of banking conditions in that 
section of the country: 


Dec. 31,’17 Nov. 20,’17 Dec. 27, °16 


Deposits $308,084,000 $310,659,000 $245,342,000 
Loans and discounts. +++ 198,063,000  204;340,000 186,575,000 
Cash resources . 94,079,000 83,159,000 72,829,000 











These figures show a decided gain of de- 
posits and cash resources over a year ago, with 
a small increase of loans, a very satisfactory 
showing. ' 


Bank Credit and The Bond Issues. 


With another bond issue looming up for the 
early Spring, and little prospect of a reduction 
of bank loans in the meantime, there is more talk 
to the effect that the banks will have to be a larg- 
er factor from now on in Government financing. 
Business men say that with the high prices they 
are needing all their capital in their own business, 
and bankers say that it is taxing their resources 
to take care of their home demands and they 
think they will have to pass all subscriptions up 
to the reserve banks to be carried. All of which 
means that we have not yet comprehended that 
the war is of first, not secondary, importance. 
We will never make a success of it by giving it 
what time, money and labor we have left over 
after the home demands are satisfied. 

The Federal Reserve authorities have repeat- 
edly shown anxiety that bank loans shall be kept 
down, and that the public shall be impressed with 
the necessity of curtailing private enterprises and 
expenditures and paying up on the bond subscrip- 
tions. But there is something so plausible and 
insidious about the idea of financing the war by 
having the banks create new credit that the stern 
alternative of cutting down the use of credit for 
other purposes, and of curtailing all business but 
that which supports the war, has a poor chance 
of popular favor beside it. 

What is the objection to a pyramid of credit, 
based upon government bonds, and consisting, 
first, of individual credit, second, of member 
bank credit and, finally, of reserve bank credit, 
all backed by the taxing power and the power to 
issue money? What can be better than such a 
combination as this? Why not finance the war 
in this way? 

The answer is that this pyramid of credit can- 
not add one day’s work to the industrial re- 
sources of the country. The entire program upon 
which the Government is proposing to spend 
about $20,000,000.000 this year is all a matter of 
a days’ works. In times of peace the labor of the 
country is employed in private operations. The 
production consists in part of necessaries for im- 
mediate consumption, in part of luxuries, and in 
part of additions to the productive equipment. 
Now comes the war, and the Government wants 
to take over a great portion of the working force, 
and also asks the people to turn into the Treasury 
money enough to pay it. The rational way of 
complying with this request would seem to be, 
first, cut out the production of luxuries or non- 
essentials; second, cut down the additions to 
permanent improvements and equipment, re- 
stricting them to such only as will aid in carrying 
on the war and the essential industries; third, 
keep enough people employed upon necessaries to 





support the country and the army, and put all the 
others on war work; fourth, turn into the Treas- 
ury through taxes and loans the money which was 
previously paid to these people now released from 
private service to war work; since we are no 
longer expending it in the old way we can let the 
Government have the use of it. The account 
balances. The country has simply diverted pur- 
chasing power from one class of work to another. 

The other way of meeting the Government’s 
appeal for help is to say, as considerately as pos- 
sible, and with all possible assurance of patrio- 
tism, that we are sure that if allowed to continue 
our industries and occupations as usual we will 
be able to do a great deal more for the Govern- 
ment than we possibly can if we are interfered 
with ; therefore, we offer to cooperate in getting 
up this pyramid of credit, and challenge the world 
to show wherein this credit is defective or in- 
sufficient. We, as individuals, will give our notes 
to our bankers, the latter will lend us the credit 
with which to buy Government bonds, and we 
will deposit the bonds with our notes as colla- 
teral security; the bankers can re-discount these 
notes at the Federal reserve banks, and thus re- 
coup themselves for the advances they have 
made; and, finally, the Federal reserve banks, on 
the strength of the Government bonds in their 
possession, and by virtue of the power to issue 
money, can furnish the currency to pay all bills. 

The object of this elaborate scheme—this pyra- 
mid of credit—is to supply the Government with 
the means to go off and fight the war by itself, 
leaving us, the people, to go on with business as 
usual, undisturbed. The only ‘weakness in the 
scheme is that it does not provide the Govern- 
ment with army, navy or equipment. These can 
be had only by taking men—labor—out of peace 
employments and placing them in the employ of 
the Government. But when this is done, they go 
off our private pay-rolls and upon the Govern- 
ment’s pay-rolls, and if we will now pay into the 
Treasury what we formerly paid to them, or for 
the things they were making, there will be no 
need for a pyramid of credit. 

Government Demands Unlimited. 

There is a theory that this war task can be 
somehow handled by increased energy and out 
of resources heretofore in reserve. But the de- 
mands of the Government are very elastic; they 
amount to all it can get. The more men we can 
send to France the better, the more cannon we 
can put on the line the better, the more ships and 
aeroplanes and supplies of infinite varfety we can 
send, the better. And finally the more people we 
can keep on the farms and send back to the farms, 
the better. There was 15% less hired labor on 
the farms of New York State in April, 1917, 
than the year before, and still less now. It is 
said that people cannot change their occupa- 
tions, that many are not adapted to the work now 
of pressing importance, but such comments only 
show that the imperative nature of war demands 








are not understood. The people who utter them 
need to take a trip through the war zone and in- 
terview the inhabitants. They would come back 
with a different idea of the importance of keep- 
ing people in their accustomed occupations and of 
sustaining the luxury trades. 


Expansion and Inflation. 


We have attempted before to show the differ- 
ence between expansion and inflation in the bank- 
ing situation. The former results from taking 
up the slack in industry, increasing the activity 
and production of all branches, and some degree 
of increase in wages and prices which is inct- 
dental thereto and unavoidable. The condition 
of scarcity and abnormal demand created by the 
war, and the reaction of foreign markets upon 
our own, would inevitably cause a rise of mate- 
rials and labor even though inflation did not 
follow. bie 

But it is almost impossible to tell where legiti- 
mate expansion runs into inflation, and this is the 
peril of the situation. To the individual employer 
who sees an insistent unsatisfied demand for his 
goods at profitable prices it looks like legitimate 
expansion to borrow money to increase his out- 
put, but if he only accomplishes his increase by 
drawing labor away from some other equally 
essential industry, the country has gained noth- 
ing and inflation has begun. 

It can hardly be questioned in view of labor 
conditions over the country and the increase of 
bank loans which has occurred in the last two 
years that a considerable degree of inflation has 
already occurred: Moreover, the condition of the 
railroads, with more business than they can 
handle, indicates that the expansion of industry 
for the present is up against a rather definite limi- 
tation in that quarter. Official reports to the 
effect that there is no shortage of labor in the 
country must be taken with many grains of al- 
lowance, as opposed to common knowledge. 

The prices of the staple commodities show that 
the public is bidding against itself insistently. 
The review of the cotton goods market in 1917 
by “Cotton” says: 

All previous records of sales were eclipsed. Cloth 
that had been bought very moderately for the fall 
season of 1917 at 9 cents and 10% cents, was sold 
for the spring season of 1918 to the fullest capacity 
of the largest mills at prices ranging from 16% to 
17% cents. In the middle of December, when it 
became necessary to put prices on gingham lines 
for fall, 1918, these lines were priced at 22% cents 
and 23% cents. The well known Amoskeag 19,000 
range shirting chambray was priced for fall, 1918, at 
25 cents a yard, net. In early 1915, the same cloth 
sold as low as 6% cents. The curious part of the 
situation was that the demands at the top prices 
indicated were less easily satisfied than the calls 
made for the goods at the low prices. 





In the knit goods section the same publication 
says: 
Buyers in the main took as many dozens as a year 


ago, notwithstanding the almost criminally high 
prices forced on manufacturers by higher operating 








specimen 


costs and the ascendency of yarns. A 
radical advance is shown in a line of ribbed shirts 
and drawers which sold normally at $1.92% a dozen 


and is selling now at $5.25. In November, 1916, 
buyers raised the cry that the corisumer would not 
stand for the high prices which the distributors then 
paid with much reluctance. The buyers were wrong. 
Not only is business going along “as usual” meas- 
ured in dozens, but there is a strong leaning toward 
the better grades at prices higher than ever before 
were heard. 

The Boston Commercial Bulletin in its annual 
review of the wool trade (1917) says: 

On the first of January, 1914, fine staple territory 
wools were quotable at 51 cents, clean basis; the fol- — 
lowing January 1, they were worth 63 cents; two 
years ago, they had risen to 75 cents and a year ago 
1 _ while the current quotation is from $1.85 to 

1.90. 

The New York Journal of Commerce of Jan- 
uary 29, 1918, says: 

During the past two weeks, while the markets 

have been filled with dry goods buyers, it has been 
made clear that merchants are thinking more of 
credits and production than of distribution and con- 
sumption. The anxiety to get orders entered with 
mills for goods to be made for fall delivery has been 
unlike anything the present generation of merchants 
has encountered in previous experience. Knowing 
that mills cannot possibly turn out as many goods 
this year as last year, buyers have gone on laying 
down larger orders than a year ago and have been 
filing statements to show that the need of more 
goods is genuine and not based upon _ speculative 
hopes. How the goods will be paid for appears to 
have been settled in the minds of the buyers, or at 
least they have quibbled less about high prices than 
they do normally about low prices. 
_ The same situation exists in practically all 
lines of commodities. The country is trying to 
solve the problem of a shortage of goods by 
raising prices and wages. Each individual thinks 
he can solve his own part of it that way, but 
the only real solution is by adapting consumption 
to supply and by curtailing production in some 
lines in order that there may be more labor in 
other lines. 


Prices and Credit Related. 


It is said that there must be more credit in or- 
der that business can be handled upon this price 
level, but prices and the supply of credit act and 
react upon each other. More credit means more 
facilities to the public for bidding against itself. 
When facilities for making purchases increase 
faster than the facilities for making goods, with 
a demand situation like the present, any amount 
of credit will be absorbed. Legitimate expansion 
becomes pure inflation. 

When credit is placed at the disposal of the 
Government, or created by the Government for 
its own use, and checked over to individuals in 
payment for commodities or services, it continues 
to be purchasing power in the hands of the re- 
cipients, and when they pass it on it enters into 
bank deposits and general circulation as new pur- 
chasing power, and is never extinguished until 
this process of circulation is stopped by the can- 
cellation of an equal amount of indebtedness and 
bank deposits. 























The new purchasing power put into circulation 
by Government operations and remaining in cir- 
culation, supports competition with the Govern- 
ment for labor and supplies, increases the cost of 
everything it must buy, decreases the purchasing 
power of its income from taxes and bond sales, 
compels a corresponding increase of taxation and 
loans, makes a greater debt to be carried after the 
war, probably for a long period, and when the 
earnings and profits of tax-payers are likely to be 
much lower than in war time. Furthermore, it 
promotes the creation of a great body of private 
indebtedness which will have to be worked out 
after the war under similar onerous conditions. 


It is especially important that these principles 
shall be clearly comprehended by the bankers of 
the country in order that the policies of the Fed- 
eral Reserve Board and of the Treasury Depart- 
ment shall have intelligent interpretation and sup- 
port throughout the banking system. It is recog- 
nized that there must be a large amount of bor- 
rowing for the loans ; temporary accommodations 
must be freely extended, but the fact that the 
Government requires real capital must be 
brought home to the people. If it is necessary to 
extend credit to promote subscriptions to the 
Government loans, then an effort should be made 
to curtail the use of credit in other directions, so 
that borrowing in the aggregate will be kept 
down. If the industries are to be largely occupied 
with war work it should be possible to reduce the 
volume of borrowing for other uses, and it is the 
duty of bankers to see that enterprises which are 
not essential to the public interests at this time, 
are not allowed to absorb funds. Credit is to be 
dealt out on the same principle upon which coal 
is allotted, with a realization that the supply is 
limited and every dollar is needed. 

The vast expenditures of the Government at a 
high level of prices and wages, and with employ- 
ment running full and over, in itself creates a 
demand for things for private consumption which 
if it has free play will interfere with Government 
operations. It will be admitted that it is not pos- 
sible to have such a complete adaptation of in- 
dustry as will subordinate all private actions ts 
the Government needs. Some degree of inflation 
is inevitable, but the less there is of it the better. 
The further along we get the more clearly it ap- 
pears that the directing hand of the Government 
is required throughout the task, substituting war 
work for non-essential work by distributing con- 
tracts in such a way that the existing industrial 
organization will be utilized and the supply of 
non-essential things thus definitely curtailed at 
the source. 





Corporate and Private Financing. 


The needs of the Government for capital have 
created a difficult situation for all borrowers who 
must look to the general market for funds, and 
have made it necessary that steps should be 
taken to have such cases passed upon by some 






competent authority. From one standpoint it is 
desirable to keep the market closed to efforts to 
raise money for unnecessary undertakings, and 
on the other hand it is equally important that 
corporate or private financing which is necessary 
to maintain the credit or efficiency of vital in- 
dustries, or to extend or provide for essential 
public services, shall have proper attention. 

The New York Evening Post has compiled a 
list of corporation obligations in sums of $500,- 
000 and over, which will mature in the year 1918, 
amounting to $669,943,772, and divided as fol- 
lows: Railroads, $259,775,238; Public Utilities, 
$214,661,080; Industrial and miscellaneous, 
$195,507,454. 

Needs of Railroads. 


The railroads are in the hands of the Govern- 
ment so far as operating policies are concerned, 
and this would seem to include the determination 
of expenditures for equipment and extension of 
facilities. Director-General McAdoo, however, 
has indicated that he expected the several com- 
panies to do their own necessary financing in the 
public market, and that the strong companies 
would be able to raise funds on the strength of 
the Government guaranty of earnings. This 
probably will be true of the companies whose 
guaranteed earnings are sufficient to meet the re- 
quirements. The pending railway bill carries an 
appropriation of $500,000,000 from which the 
President is authorized to “provide terminals, im- 
provements, engines, rolling stock and other 
necessary equipment,” but he may “also make, or 
order any carrier to make, any additions or im- 
provements necessary.” It is probable that those 
in good credit will be required to make their own 
terms in the public market and that the Govern- 
ment will give help where necessary and the pub- 
lic interest requires. 

The Federal Reserve Board has announced 
a voluntary plan of organization for passing up- 
on capital issues amounting to $500,000 or over 
in the case of corporations and $250,000 or over 
in the case of States, counties and municipalities. 
It has created a Capital Issues Committee, con- 
sisting of three members of the Board, and an 
Advisory Committee composed of three invest- 
ment bankers, and all persons, firms, or cor- 
porations contemplating capital issues are in- 
vited to communicate voluntarily with the 
Capital Issues Committee. The latter and the 
Advisory Committee will undertake to pass 
only upon whether the object of a proposed 
undertaking is such as to entitle it to an oppor- 
tunity upon the market at this time. Although 
the submission of projects to the Capital 
Issues Committee is voluntary unless Congress 
enacts legislation to make it compulsory, it is 
believed that it would be difficult to interest 
the public in an enterprise which did not have 
its approval. 

The Capital Issues Committee will organize at 
each of the twelve Federal Reserve Banks local 
committees to furnish to it such additional in- 














formation and recommendations as the Board 
may require in dealing with cases originating in 
the respective districts. 


“War Finance Corporation.” 





The Secretary of the Treasury has prepared a 
bill for the creation of a new corporation, to be 
known as the “War Finance Corporation,” which 
if adopted by Congress will not only have the 
power to license or refuse to license corporations 
desiring to place securities on the public market, 
but to supply credit for such purposes to an ex- 
tent reaching startling figures. The Corporation 
is to be managed by a Board of Directors con- 
sisting of the Secretary of the Treasury and four 
appointed persons, and the capital is to be $500,- 
000,000, all provided by an appropriation from 
the Treasury. The Corporation will be empow- 
ered to make advances for periods not exceed- 
ing five years, to banks which have outstanding 
loans to persons or industrial companies whose 
operations shail be necessary to or contributory 
to the war, and also, in exceptional cases, to 
make loans direct to such persons or companies ; 
such loans not to exceed 75 per cent. of the 
value of the collateral furnished; also to make 
loans to savings banks for periods not exceed- 
ing 90 days, same to be covered by collateral to 
the extent of 125 per cent. 

So much of the measure will be generally ac- 
cepted as creating powers which it is desirable to 
have lodged in a Government Board, in view of 
the present extraordinary financial conditions, 
but the bill goes on to empower this Corporation 
to issue its interest-bearing notes in the exercise 
of its functions to the amount outstanding at any 
one time of eight times its capital, and to au- 
thorize the Federal reserve banks to deal in such 
notes in the same manner and to the same extent 
as bonds or notes of the United States not bear- 
ing the circulation privilege, and to rediscount or 
purchase paper secured by such notes in the same 
manner and to the same extent as paper secured 
by obligations of the United States, and with the 
approval of the Federal Reserve Board use these 
notes as the basis of currency issues. It is fur- 
ther provided in this connection that when Fed- 
eral Reserve notes are issued for this pur- 
pose, a special interest charge may be made 
on them, in the discretion of the Federal Re- 
serve Board. This is evidently for the purpose 
of exercising some degree of restraint over the 
volume of such issues, but it would be a very 
slight brake for a very heavy load on a very 
dangerous down-hill road. 

These are extraordinary times and nobody 
wishes to withhold from the administration at 
Washington any degree of authority which 
may be nécessary to secure the most effective 
mobilization and use of our resources during 
the war, but this measure clearly contemplates 
the use of credit in a manner and to a degree 
which in our opinion cannot be advantageous to 
the country under any conceivable circumstances. 


Our views as to the use of bank cfedit of 
paper money in financing the war have been 
definitely expressed repeatedly, and are ex- 
pressed elsewhere in this issue, so that it is un- 
necessary for us to go further here than to say 
that we do not believe there will be any occasion 
to inflate the credits of the reserve banks or the 
currency of the country to the extent indicated, 
or that it can be done without disastrous re- 
sults. It is undoubtedly important to support 
the essential industries of the country and 
bring them to the highest possible efficiency, 
but the printing press is not an effectual © 
agency for accomplishing that purpose. That 
end must be accomplished by organizing, co- 
ordinating and directing the industries and con- 
centrating them upon war work. 

Moreover, as this is the view which the 
Federal Reserve Board and the Sccretary of 
the Treasury have tenaciously held and ably 
advocated in the past we feel bound to assume 
that they are not really intending to depart 
from it so far as the text of this measure would 
indicate. We think it a mistake to even coun- 
tenance such a policy by providing fur its pos- 
sible adoption. 


Emergency Currency Issues. 


We recognize one condition under which it 
might be desirable that sound investment se- 
curities should be accepted by the reserve 
banks as the basis of loans and currency issues. 
That is in case of a great crisis which included 
a run on the member banks or savings banks 
by depositors. It is conceivable that this 
might occur at a time when in some localities 
the banks might not have an ample supply of 
the paper now defined as eligible for re-dis- 
count, in which case, and for no other pur- 
pose, the public interests would be served if 
municipal and railroad bonds and other high- 
class securities, were accepted. Not a few 
people regretted to see the Aldrich-Vreeland 
act expire completely, for this reason. The 
plan proposed by the National Monetary Com- 
mission provided for such issues under extra- 
ordinary conditions, by special permission of 
the Secretary of the Treasury. 

There is a distinct difference, however, be- 
tween the use of currency to pay off depositors 
and its use to increase the purchasing facilities 
of the community. When used to pay off deposi- 
tors there is no inflation of credit, but merely a 
substitution of one form of credit for another, 
and it occurs at a time when contraction and 
liquidation are the order of the day. 

The refunding of railway and other obliga- 
tions maturing in the near future does not in- 
volve any serious competition with Govern- 
ment financing for they do not require a net 
amount of new capital. If they are paid off 


by fresh capital an equal amount of old capital 
is released. Their successful refunding is al- 
most wholly a matter of interest rates, and a 
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guaranty by the War Finance Corporation or 
by the Government direct would certainly 
take care of such cases. 

The only demands for capital which come in- 
to competition with the Government are those 
which require the investment of labor and 
materials and whatever hocus pocus may be 
resorted to for obtaining credit it is certain 
that labor and matcrials cannot be conjured up 
by legislation. They must be saved from 
other uses, and saving is not promoted by the 
mere expansion of credit. 


Farm Loan Situation. 


The Federal Farm Loan Board in its annual 
report issued last month represents that a se- 
rious situation exists in the farm loan field, in 
that not only the amount of new capital avail- 
able for farm improvement is much _ re- 
stricted, but that an important amount of cap- 
ital already invested in farm loans is being 
withdrawn, as maturities occur, for investment 
elsewhere. On account of the abnormal finan- 
cial conditions, which have interfered with the 
introduction of Farm Loan bonds, and to sup- 
ply capital for promptly relieving the situation 
the Board recommended that Congress author- 
ize the Secretary of the Treasury to purchase 
$100,000,000 of Farm Loan bonds in each of the 
fiscal years ending June 30, 1918, and June 30, 
1919. On the strength of these representations 
an act carrying out these recommendations has 
been passed. 

The Farm Loan Board reported that appli- 
cations had been filed for $210,750,740 of loans, 
and approved for $105,136,529 of them, and that 
loans had actually been completed for $29,824,- 
655. The method of making loans through co- 
operative associations is found to be somewhat 
cumbersome, and the cause of delay, but the 
Board recommends that it be tried for another 
year. The interest rate to borrowers has been 
raised to 5% per cent, 


Loan Maturities. 


The extent to which investors will desire to 
shift their funds from farm mortgages to other 
securities is uncertain. Insurance companies 
are a very large factor in the farm loan situa- 
tion, and it is not likely that they will make any 
radical change in their policies, although they 
may raise interest rates to correspond with the 
yield from other securities. The Farm Mort- 
gage Bankers Association estimates that $800,- 
000,000 of farm mortgages mature annually, 
and one prominent authority estimates that 20 
per cent. of the maturities will have to be paid 
or refunded. This would seem to present a 
serious situation, but it probably does not in- 
volve much more than an advance of the in- 
terest rate. 

The market for loans upon city property is 
very much depressed, but aside from reductions 
which are required to bring loans into line 


with property values little is. heard of com- 
pulsory payments. 


Next Government Loan. 


No decision has been announced as to the date, 
amount or terms of the next Liberty Loan. The 
Secretary of the Treasury has offered for sale 
$400,000,000 of Treasury Certificates, bearing 4 
per cent interest, due April 22nd and converti- 
ble into the Third Liberty Loan, which has been 
taken as indicating that he expects to have the 
Loan closed before that date, and will probably 
open the campaign not later than March 15th. 

The Secretary has repeated the statement that 
the Treasury will have to raise $10,000,000,000 
by loans between now and July Ist, and in view 
of the huge tax payments which come in June 
the bonds will apparently have to be sold in 
oné campaign. The her amount of Treasury 
Certificates permitted to be outstanding at one 
time under existing law is $4,000,000,000, and of 
these more than $1,000,000,000 are due on June 
25th. The proceeds of these have been received 
and disbursed. This leaves only about $3,000,- 
000,000 of the certificates available to apply on 
the $10,000,000,000 requirement, but Congress 
may increase the authorization. 

It is assumed that there will be new financial 
legislation before the next bond issue is an- 
nounced. The amount of bonds remaining un- 
sold under the existing authorization in only $3,- 
666,233,850, and, moreover, it is not likely. that 
another offering will be made without changing 
the terms in some respects. The Second Liberty 
4’s are now selling on the market at about 96%, 
and with the further decline opinion has grown 
that it will be advisable to raise the rate, or in an 
event change the terms in some manner which 
will improve their status. At 96% they yield a 
little under 4.25 per cent to the purchasers. A 
new issue might carry 4 per cent but be redeema- 
ble at a premium, or the time might be short- 
ened and the rate raised. 

Sales of 3%s and 4s. 

The total sales of the Second 4’s on the stock 
exchange since the trading in them began on No- 
vember 3, up to and including January 26, was 
$90,238,000, and the total sales of first 4’s (con- 
verted 314’s) was $2,318,000. The aggregate 
sales of both classes of 4’s, therefore, was $92,- 
556,000. These comparatively small offerings 
have broken the market, because normal demand 
was already more than satisfied. The figures will 
show the error of thinking that the individual who 
sells his bonds below cost is merely making a 
patriotic sacrifice at his own expense, and go far 
to answer the query whether a person should sub- 
scribe to help make up a quota and with the in- 
tention of selling as soon as subscriptions are 
closed. It is just as important to keep the bonds 
as it is to subscribe for them, and nothing is 
gained by not meeting the money-raising prob- 
lem face to face. We say this with full appreci- 











ation that these subscribers who expected to sell 
and accept a loss were actuated by a very com- 
mendable desire to help the cause. 


Certificate Issues. 


As the proceeds of the Second Liberty Loan 
have now been received in full and expended, 
the Treasury will be dependent for the next ten 
weeks or more mainly upon sales of Treasury 
Certificates, and it is desirable that these shall be 
stimulated. Heretofore, the New York banks 
have taken from 40 to 60 per cent. of each issue, 
not because they wanted so many, but because 
it was necessary to meet the needs of the Treas- 
ury. The Federal Reserve Board is now urging 
that each reserve bank present to the banks 
of its district the importance to the Treasury of 
a general response to these offerings, and the spe- 
cial advantages which they offer to the banks as 
short investments. They run only a few months 
and are a certain means of creating credit at the 
reserve banks. It is estimated that the Treasury 
will have to raise by this means approximately 
$300,000,000 per week until it begins to receive 
the proceeds of the next loan. The Governor of 
the Boston Reserve Bank having been appealed 
to by the Reserve Board to raise the quota for 
that district, and having conferred with the of- 
ficials of the Boston Clearing House has issued a 
circular letter to the banks in that district, asking 
each bank to subscribe weekly to these succes- 
sive issues an amount equal to 1% per cent. of its 
total resources. In ten weeks subscriptions at 
this rate would amount in the aggregate to 15 
per cent. of a bank’s resources. The total re- 
sources of all the national banks, state banks and 
trust companies in the country are about $37,- 
000,000,000 and of all national banks about $17,- 
000,000,000. As complete voluntary compliance 
by all banks is not to be expected the proposal 
of a uniform subscription of 1% per cent. of re- 
sources is a reasonable one. Governor Morss 
says, truly, that the Secretary of the Treasury 
has the right under existing conditions to ask 
the banks for this service. The certificates will 
be received in payment for subscriptions to the 
next loan, and by taking them in installments 
from week to week the bankers will be antici- 
pating the loan subscriptions and handling the 
payments in the most convenient manner. If ail 
bankers will participate as suggested, the situa- 
tion can be handled without difficulty, but if many 
decline to do so they will throw an excessive bur- 
den upon the others. All of this is true and ur- 
gent. The greatest financial task ever undertak- 
en by any nation is directly before the United 
States, and the first effort is up to the banks. 


$10,000,000,000 in Five Months. 


The task of raising $10,000,000,000 in the next 
five months, in addition to the payment of income 
and profit taxes, is something stupendous to con- 
template. Moreover, it still perplexes the aver- 


age man to figure out how. this amount can be 








disbursed for services performed. Excluding 
taxes, the sum amounts to an average of $2,000,- 
000,000 per month to July Ist. Of this, $500,- 
000,000 per month is for the Allies, but as it will 
be expended in this country it need not be con- 
sidered separately from our own disbursements. 
From July 1st to January the total disbursements 
aggregated $5,201,808,914 and for the month of 
January to and including the 28th they amounted 
to $1,013,857 304. It does not seem possible 
that the amount of work actually done between 
now and July Ist can call for $10,000,000,000, 
but work may be under way and partially com- 
pleted which will bring the payments up to that 
sum. In that case, however, the payments, prob- 
ably would be largely in reimbursement of bank 
advances, which would make the task in some 
degree easier. 

We have maintained that the industrial end of 
the Government’s undertakings is more proble- 
matical than the financial end, because in the na- 
ture of things, whatever work is actually done 
can be paid for, and in fact is already paid for, 
by somebody. The contractors, or whoever has 
loaned money to them, or sold things to them on 
credit, have paid for it. When goods have been 
delivered the cost of making them has evidently 
been borne by some one. What remains to be 
done, is to distribute the cost over the country 
and reimburse the people who have made the ad- 
vances. 


Foreign Exchanges. 





The merchandise exports and imports of the 
United States for the last three calendar years 
compare as follows: 


1917. 1916. 1915. 
Exports ..-.ceee- $6,226,000,000 $5,480,900,931 $3,554,670,847 
Emports ...c.ccce 2,952,000,000 2,391,716,335  1,778,596,695 





Excess imports... $3,274,000,000 $3,089,184,596 $1,776,074,152 


Imports and exports of gold in 1917 were as 
follows, by months: 





1917: Imports Exports Excess Imports 
December . ...sccees $2,500,000 $4,500,000 *$2 ,000,000 
November. .cscssccce 3,000,000 7,000, 4,000,000 
SET 4 stéee'edaunen 4,000,000 11,000,000 *7,000, 
September . ......... 4,171,513 31,332,396 *27,160,883 
SN 5. cma aecbadetn 18,692,170 46,049,306 *27,357,136 
UT c-Si ce esees-os ane 27,000,000 69,000,0: *42,000,000 
WOE i obbineue dsc b-bule 91,000,000 67,000,000 24,000,000 
CS eee 52,000,000 58,000,000 *6,000,000 
pA ESS Re Te 32,000,000 17,000,000 15,000,000 
OS er ere 139,498,590 17,919,601 121,578,989 
PE & saedaseenee 103,766,495 22,068,059 81,698,436 
TOES hi edu vvessans 58,926,258 20,719,898 38,206,360 
po RP ee $536,555,026  $371,589,260 $280,483,785 


It will be seen that the heavy importations 
were in the early months of the year. In the 
latter part of the year the Government placed 
an embargo upon exportations, which was very 
effective. The understanding when the em- 
bargo was announced was that gold would be 
supplied to accommodate our necessary trade, 
but it will be seen that the amount of require- 
ments adjudged necessary in the last three 
months was very small. 

















Abnormal Exchange Rates. 


This policy has resulted in an abnormal state of 
affairs in the exchanges, the dollar being gener- 
ally at a discount in the neutral countries. The 
Scandinavian exchanges have been at a premium 
of 20 to 25 per cent., Swiss 20 per cent., Hol- 
land 10 per cent., Spain 25 per cent., and Ar- 
gentina 10 per cent. The situation as to Ar- 
gentina has been most serious, because of our 
heavy importations of wool and hides from 
there, and absolutely required for our indus- 
tries. Finally an agreement has been reached 
by the United States Government with the 
Government of Argentina by which the latter 
creates a bank credit in Buenos Aires through 
which obligations of United States importers 
may be liquidated. The Government of the 
United States gives assurance that this credit 
will be eventually satisfied by the movement of 
gold, but for the present United States mer- 
chants having payments to make in Argentina 
will pay the amount into the Federal Reserve 
Bank of New York, plus 3 per cent. to cover 
transportation and expense, for account of the 
Argentine government. This is an interesting 
situation, as the Argentine government, a bor- 
rower abroad, is virtually lending its credit to 
the United States, a neighborly and friendly act, 
mutually beneficial. 

The Argentine government has entered upon 
a much larger credit operation with Great 
Britain and France for a similar purpose. 
These governments have agreed to purchase 
2,500,000 tons of grain of the present harvest, 
and Argentina has agreed to open a credit of 
$100,000,000 for each country, to run for two 
years at 5 per cent. interest. Bonds of Great 
Britain and France will be deposited with the 
Argentine legations in London and Paris to the 
amount of the grain purchases. The loans will 
be ultimately satisfied by interest and dividend 
payments accruing to British and French in- 
vestors in Argentine properties. 


Rupee Exchange. 


A similar arrangement has been accom- 
plished between the United States and the Gov- 
ernment of India. The latter created a credit 
of 10,000,000 rupees in favor of the Federal Re- 
serve Bank of New York, and importers having 
obligations in India may pay the amount of 
same, at the rate of 34.50 cents to the rupee, in- 
to the Reserve Bank. The first credit was 
granted about December Ist and a second 10,- 
000,000 rupees has now been granted. Even- 
tually this credit will have to be liquidated in 
silver or gold, and negotiations have continued 
for several months between the United States 
Government, for itself, and the Government of 
Great Britain, and the leading silver producers 
of this country for the purpose of taking over 
the entire silver product of this country and 
Canada, and also with a view to obtaining legis- 








lation relative to the temporary use of the stock 
of silver dollars in the United States Treasury. 


Treasury Silver. 


These dollars—some 400,000,000—comprise 
the only large stock of silver metal in the world, 
and as they are represented in circulation by 
paper there have been persistent proposals to 
obtain their release, so that they could be used 
at their bullion value to settle the trade bal- 
ances which exist against the United States 
and Great Britain and in favor of India, China 
and Japan. Unofficial reports have come from 
Washington from time to time that a plan was 
under consideration and likely to be agreed upon 
by which Federal reserve notes would be sub- 
stituted in circulation for silver certificates, 
thus releasing the dollar pieces for export. 
New legislation would be necessary to allow 
the reserve banks to issue these notes in one 
and two dollar denominations, and in order to 
get this legislation from Congress without re- 
viving the old silver issue it was considered 
necessary to provide that the Government 
should replace the dollars in the Treasury later, 
and protect the silver producers against an un- 
favorable effect upon prices by agreeing to take 
the entire production of the country for a given 
term at a price fixed in the act. 

The Government of Great Britain was to 
join in the arrangement by taking 60,000,000 
ounces per year. The price seems to have been 
the stumbling block. The producers have held 
out for $1 per ounce, which is objectionable to 
Great Britain as above the present Indian coin- 
age rate. 

Meanwhile our exchange position with Japan 
has been relieved by the latter country taking 
$40,000,000 of British Government obligations. 


Federal Reserve Banks. 





The events of the past year and policies 
adopted by the Federal Reserve Board have 
tended to increase the authority of the latter 
and to develop the system upon the practical 
basis of a Central Bank with branches. The 
power granted the Board to require one bank 
to re-discount for another has been exercised, 
and funds are readily shifted by means of the 
stock of gold held in the settlement fund at 
Washington. The Board states in its annual 
report recently issued that its policy is “to 
maintain an approximately uniform reserve po- 
sition for all of the Federal Reserve Banks and 
to correct wherever necessary, by means of 
interbank rediscounts, the inequalities which 
result from seasonal movements of trade, or, 
more particularly, from the operations of Gov- 
ernment financing.” 

The loans of each bank within its district 
are naturally subject to the general supervision 
of the Board merely as to character and rates, 
which is true in ke fodet bank systems, but 








STATEMENT OF RESOURCES AND LIABILITIES OF EACH OF THE TWELVE FEDERAL 
RESERVE BANKS AT THE CLOSE OF BUSINESS JANUARY 25, 1918. 
(In Thousands of Dollars) 












































RESOURCES Boston} N.Y. | Phila. | Clev’d| Rich’d |Atlanta| Chicago | St. Louis M'npl’s| Kas.City| Dallas|S.Fr’sco| Total 
Gals « oe and certificates 
in DS ck eitieenhaed 13,865 | 317,072 | 18,790 | 20.362) 6.257] 6,531] 31.549 5,474 | 15,181 1,390 9.310 | 26.231 | 472,012 
Gold Settlement Fund..... 34.290 | 97,111 | 37,196 | 40,184 | 12,367 | 16,893 | 39,014 26656 | 14,554] 24,635 | 19,368 942 | 388,210 
fo agencies| 3,675 | 18.112 3,675 725) 1,837] 1.575 7,350 2.100 2.100 2,625 1.838 2888 | 52.500 
ona oo held ones 51,830 | 432,295 | 59,661 | 65,271 | 20,461 | 24,999 77,913 34,230 | 31,835 | 28,650 | 30,516} 55,061 | 912,722 
with Federal 
| Me ae ete 44 354 | 236.467 | 64,916 | 64,610 | 26,305 | 47,575 | 120,514 882 | 37,522 22.181 134 | 793 
Gold Redemption Fund...} 2.000} 10000 1,500 61 251 | 1483 815 eS 1,159 ay 1.253 * 81 9 ee8 
Total gold reserves..| 98,184 | 678,762 | 126,077 | 129,942| 47,017 | 74,057 | 199,242 70,000 | 70,516 | 77,484 | 53,950 | 101,276 {1,726,507 
Legal tender amet, apre 
seteds Sedécéccccsscceds “See BPO 2,243 | 1.327 176 871 4,462 1,336 627 90 1,445 428 | 56,252 
Total meee hicdaed 103.530 | 716,663 | 128.320 | 131,269} 47.193 | 74,928 | 203,704 71 71.143 | 77.574 | 55.395 | 101,704 |1.782. 
Bills discounted, Members| 52,844 | 222.620 | 33,810 | 49.360 | 32,254 | 11,348} 110,924 33 966 13,140 | 32,545 9,499 | 29,352 627 602" 
Billsboughtinopenmark’t} 9,307 | 168,278 | 14.1:9| 12.978] 13.403] 6.824 8,521 5.930 2 226 13.263 | 18968 | 273 912 
Total bills on hand..| 62,151 | 390,898 | 47,989 | 62,338 | 45,657 | 18,172 | 119,445 35,896 | 15,366} 32,580 2762 | 48,320 | ¢ 901,574 
be aA +d epee 610 5,120 5 8 7 8 2,455 
U.S. ‘8. Governai‘tahor’-ierm pe Se ro Asay 1,231 | 1,747 a 2,233 | 3,617| 8,862 | 4,071 50,525 
SOOUTIIOB. . 06000 0h0n009° 1 969} 1,491 1 2,322 5,784 2. 1 72.669 
All other earning assets. 511 10 Mv 66 608 1.651 380 1,003 907 a.) 4,902 
Total Earning Assets] 67,105 | 411,742 | 57,329 | 96.874] 48.923 | 22,018 | 133,981 39.853 | 22 47,226 970 1.029.670 
Due fr. other F. kt. Bks. net 364 10,330 | 4.045 14.573 5,164 -” 6.087 7 2 ore *b 32,505 
Uncoliected Items......... 16.395 | 75.298 | 38,917 | 21,653 | 18,609 | 20,496 | 45.772 17,028 | 10,236 | 27.728 | 18.465 | 13,106 i 
Total bay heard from - 
gross deposits......... / t F ; 
wtrerenptinn tend 16,395 662 | 38,917 | 31,983 | 22,654 | 20,496} 60,345 22,192 | 10,236} 33,815 | 20,257} 15067 | 356,208 
. R. bank notes......... 400 137 537 
All other resources........ 130 71 201 
TOTAL RESOURCES..... 187,030 | 1,204,067 | 224.566 | 260,126 | 118 900 | 117,513 | 398,020 | 133,381 | 103,6S7| 159.015 | 105,759] 169,112 [3,169,375 
AB ES 
Capital Paidin............ 5,929 | 19,212 6,775 | 8,221 | 3,736] 2,855 9,170 3,481 2,651 3,396 2,796 4,217 | 72,439 
INO 2665s chsh badbawbuted 75 649 116 40 216 38 1.134 
Government Deposits..... 5,247 | 16,227 | 10,970] 20,899 | 6,134} 5,280] 13,603 11,619 7,943 | 11,088 | 10,274] 16,457 | 135,691 
Due to members—reserve 
TORE SIRES 79,295 | 680.314 | 84,061 | 110521} 42.979 | 37.696 | 173.351 49.015 *. ” 73,366 | 42,147] 69,184 |1,480.743 
Collection Items....... ... 12,480 | 55,906 | 29.025 | 15,2u6 | 12,792 | 11,675] 18,793 12,840 7,551 5,830 9,284 | 194,955 
Due to other F. R. Bk's net| 7,832 2,084 225 i eo 
Other deposits incld’g. a 
Government credits... 32.275 231 3 2.5°0 111 23 21 2.448 | _ 37,697 
Total Gross Deposits. ...} 104,854} 784,722 | 126,140] 146,857| 61,905 | 54,879 | 208,327 73,585 | 52,028) 91,976 | 58,251 | 97,373 |1,849,086 
F. R. Notes in actual circu- 
BMBOEL, choo divececivccsveee 75,872 | 397,462 | 91,430 | 104,756 | 53,143 | 59,739 | 180,165 56,061 | 48,930] 55,278 | 44,617 | 67,481 |21,234,934 
F. “Be ak Motes An circu- 
ation, net liability...... % 
All other Liabilities incl. —_ aan 
Foreign Govern’t credits 300 2.022 221 292 152 254 40 365 95 41 3,782 
TOTAL LIABILITTES..... 187,030 | 1,204.067 | 224 566 ! 260,126 | 118,900 | 117.513 | 393.030 | 133.381 | 103.687| 159.015 | 105.759 | 109.112 | 3.169,375 





























(a) Total Reserve notes in circulation, 1,234,934. 
(b) Difference between net amounts due from and net amounts due to other Federal Reserve Banks, 32,505: Ratio of gold reserves to 
net Fos paged and Fopect Reowve note liabilities combined 63.3%. Ratio of total reserves to net deposit and Federal Reserve note 




















(c) oe, discounted and Pought: municipal warrants: 1—15 days 390,361; 16—30days 170,308; 31—60 days 203,570; 61—90 days 125,159; over 


ys 14,313. Total 903,7) 





the twelve institutions are operated virtually 
as one, with headquarters at Washington. 
The Board in its recently issued report for the 
year 1917, makes it clear that the frequent 
meetings of officials of the Banks with the 
Board during the first two years of the sys- 
tem’s operation were for the purpose of obtain- 
ing suggestions during the development of the 
system, but that the Board is now in position 
to exercise its authority freely. It says: 


“The events of the past year have done much to 
bring into their proper relationship as parts of a work- 
ing whole the several component elements of the Fed- 
eral Reserve system. Experience has demonstrated that 
in all vital matters of general policy calling for prompt 
and decisive action concentration of responsibility with- 
out. division of authority is indispensable. The position 
of the Federal Reserve Board, as the co-ordinating 
agency for all of the 12 banks and as the governing 
body of the Federal Reserve system, is now well de- 
fined and the line of distinction between the local man- 
agement of each one of the 12 banks as a district bank, 
and the operation of all of the 12 banks as a system, 

e more marked.” 


The change in credit conditions which has 
occurred since the United States entered the 
war has very much increased the earnings of 
the reserve banks, and they are now all on a 
profitable basis. Six of them have paid divi- 
dends to December 31, 1917, and of the others 
St. Louis and San Francisco have paid to 
December 31, 1916, and Philadelphia, Cleve- 
land, Kansas City and Dallas to June 30, 1917. 
The six banks which have paid up all dividends 
in arrears have also paid into the United States 
Treasury sums aggregating $1,134,234, being 
one-half of their surplus earnings to Decem- 
ber 31, 1917, as a franchise tax, in pursuance 
of law. The other one-half of surplus earn- 
ings will be carried to the surplus fund of each 
bank until this fund equals 40 per cent. of the 
bank’s capital, after which all surplus earnings 
go to the Treasury. The earnings, expenses 
and dividends of these banks in 1917 are re- 
ovine by the Federal Reserve Board as fol- 
ows: 
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Gross Net Amount of a hn paid 

Fed. Res. Bk earnings earnings dividends 
Boston ......++ 1,198,009 $912,294 eats 829 Dec. “yg 1917 
New York ..... 4,848,291 3,718,955 1,941,641 Do. 
Philadelphia ... 1,015,958 753,874 "622, 150 June oa 1917 
Cleveland ..... 1,297,244 963,152 715,61 
Richmond ..... 770,009 $12,223 240, 945 Dec. 31, "1917 
Atlanta ....... 541,823 327,313 215,972 Do. 
Chicago ..ccece 2,022,278 1,509,871 860, 057 Do, 
St. Louis ..... 736,774 502,156 284, "566 Dec, 31, "1916 
Minneapolis . 628,338 418,137 363 876 Dec. 31, 1917 
Kansas City ... 955,950 684,499 360, 7s June 30, 1917 
PE: vs dikcacs 569,430 353,475 187, Do. 
San Francisco.. 854, 755 547,044 394, "490: Dec. 31, "1916 

Fetal coke $15,838,859 $11,202,993 *$6,785,121 


* Exclusive of $16,603, representing dividends paid on surren- 
dered stock and miscellaneous adjustments in dividend account. 

During the year branches have been estab- 
lished at Omaha by the Federal Reserve Bank 

of Kansas City, at Louisville by the Federal 
Reserve Bank of St. Louis, and at Portland, 
Seattle, and Spokane, by the Federal Reserve 
Bank of San Francisco, and are now in opera- 
tion. The Board has, in addition, authorized 
the establishment of branches at Pittsburgh 
and Cincinnati by the Federal Reserve Bank of 
Cleveland, at Detroit by the Federal Reserve 
Bank of Chicago, at Baltimore by the Federal 
Reserve Bank of Richmond, and at Denver by 
the Federal Reserve Bank of Kansas City. 


Bond Market. 


The opening week of the year evidenced more 
activity in municipal, railroad, industrial and pub- 
lic utility bonds and a tendency toward slight im- 
provement in prices. United States Steel 5s ad- 
vanced over two points. This movement, how- 
ever, was not sustained during the remaining 
weeks of the month and rails and industrials evi- 
denced narrow price fluctuations. 

The municipal market in the second week of 
the month showed signs of improvement as the 
result of a better inquiry from savings banks and 
investors. Dealers report their stocks low, and 
comparatively speaking there have been few of- 
ferings by municipalities. The closing week 
showed a still firmer tendency as the result of 
inquiries from institutions and investors. 

Following is a list of the more important cor- 
porate issues offered: 

$1,000,000 Kansas City Railways 6% Notes, due 
Lg 1, 1919, @ 973% and interest, to yield 74%. 

1,360,000 ‘Manchester (N. H.) "Traction, Light & 
Power 6% Notes, due Jan. 1, 1920, @ 98 and interest, 
to yield 7%. 
$1,500,000 United Light & Railways 6% Notes, 
~ nak 1, 1920, @ 96% and interest, to yield 714%. 
0,500,000 Toledo Traction, Light & Power 7% 
Bonds, due Jan. 1, 1920, @ 98% and interest, to yield 
° ‘o 

$3,000,000 American Gas & Electric 6% Notes, due 
Jan. Le 1920 and 1921, at prices to yield about Ye 

$1,000,000 Nevada- California Electric Corp. 6% 
Notes, due Jan. 1, 1920, @ 9714 and interest, to yield 
about 74%. 

$2,000,000 Kansas City Terminal Ry. Ist Mtge. 4% 
Bonds, due Jan. 1, 1960, @ 75% and interest, to yield 

$1,500,000 Republic Railway & Light 6% Notes, 
due Jan. 1, 1920, at a price to yield 8%. 

$1, (000,000 Fall River Electric Light 7% Notes, due 

an. 15, 1920, @ 9934 and interest, to yield about 


Kw. 
$6,000,000 Cuban American Sugar First Lien 6% 
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pene due Jan. 1, 1919-1921, at prices to yield 674%% 


¥% 
$12, 000,000 American Can Co. Serial Notes, due 
seven to ten months on a 7% discount basis. 
$40,000,000 American Telephone & Telegraph 6% 
Notes, due Feb. 1, 1919, @ 99.05 and interest, to yield 
about 7%. 
$3,000,000 Island Oil & Transport 7% Notes, due 
Sept. 1, 1920, @ 99 and interest, to yield about 7%. 
000,000 Monongahela Valley Traction 6% Notes, 
due Feb. 1, 1919, @ 99 and interest, to yield 7.05%. 
$1 200,000 Bush Terminal 6% Notes, due March 15, 
1918 to Dec. 15, 1920, at prices to yield 7.25%. 
The more important municipal offerings for the 
month include: 
$850,000 Hamilton County, Ohio, 30-year 5% 
Bonds, to yield 4.80%. 
$1,500,000 Cleveland, Ohio, School District 5% 
Bonds, maturing 1 to 20 years, offered on a 4.75% 
and 4.80% basis. 
$2,000,000 City ot Newark, N. J. 6 months’ Notes, 
offered on a 434% basis. 
Omaha, hoe nappy 20-year 4% Bonds, 


offered on a 4. 85% b —_ 
$524,000 Hoboken, N. J., 5% Serial Bonds, offered 


ona pe sr ll. and 4.80% b asis. 
of Everett, eee Pr and 11 months’ 
Notes, ponger Boe Bo a 4.90% to 5 10% b asis. 

$5,000,000 New York City 4 months’ Revenue 
habe offered on a 4.25% to 4.30% Bank Discount 

asis. 

The average price of 40 standard issues as re- . 
ported by the Wall Street Journal on January 30 
was 84.4, compared with 82.54 December 30, 
1917, and 96.06 January 30, 1917. 


International Banking Corporation. 


The International Banking Corporation, af- 
filiated with this bank, opened an office at 
et Java, Dutch East Indies, on January 1, 
191 


Discount Rates. 


Discount rates of each Federal Reserve Bank approved by 
the Federal Reserve Board up to Jan. 31, 1918. 
































MATURITIES. 
DiscountTs boewecs 
= Acceptances, 
¥ Secured by Po 
ERAL =a certificates ne 
ay 3. Ba | — debtedness or 
Reserve |22% £3 |Libeny Loan bonds! | 6, 
¥35| 16 | o | 28585 60 | 90° 
BANK, 3 5 Bl to 60} to 90] wy | bee days, | days, 
aE days. | days | 78 |Z ES ine | ine 
“os Bs 13 45 S| 16 to 90 | clusive| clusive 
BFS ; eS”) days. 
E 233 
= < |BEs 
Boston....... 4 5 5 5 4 4 4% | 4% 
New York™.. 3%] 4%] 4%/ 5 % 4 4 4 
Pp hiladelpbia 4 44) 4%] 5 % 4 4 4 
Cleveland. 4 4%) 4%] 5 % 4 4 4 
Richmond. 4 4%| 4%| 4% % 4 4 4 
ce ee 
icago...... 
St. Louis... 4% | 4%| 5% % 4 4 4 
Minneapolis.| 4 4%| 5 5% % 4 3% | 4 
ansas City . 4%1 4%] 5 % 4 4 4 
allas....... 4 4% 1 4%] 5 % 4 3%] 4 
nFran 4 4% | 44%| 5%4| 3% 4 4 4 





























*Rate of 3to 4% per cent for 1-day discounts in connection with 
the loan operations of the Government. 

Note 1.—Rate for acceptance purchased in open market. 8 to 4% 
per cent, except for Boston, Chicago, and Minneapolis, whose rates 
range from 3 to 5 per cent. 

Note 2.—In case the 60-day trade acceptance rate is a Sieber than 
the jan A discount rate trade acceptances maturing wit 15 days 
will be taken at the lower rate. 
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SECURITIES PREVIOUSLY 
PURCHASED 


[NVESTORS who desire current information re- 

garding securities in their possession, are invited 
to utilize facilities provided by our various depart- 
ments which specialize in Government, Foreign Gov- 
ernment, Municipal, Railroad, Public Utility and 
Industrial issues. 


We can help you to make satisfactory readjustments 
in your investments when desirable. 

Also, to preserve the proper degree of marketability; 
to pores pisces pa return with safety, and a 
properly diversify your investment. 

For use in making up Income Tax Returns, the market 
valuation of securities, as of March 1, 1913, will be 
supplied upon application to any one of our twenty- 
four correspondent offices. 


Our local correspondent offices are equipped to bring 
to investors the entire facilities and advantages pro- 
vided by the New York office organization. 


The February offering B-64 will be sent on request. 








The National City Company 


National City Bank Building, New York 


CORRESPONDENT OFFICES 
PuHILapeLtPuia, Pa. Boston, Mass. Cuicaco, Itt. San Francisco, Cat, 
1421 Chestnut St. 10 State Street 137 So. La Salle St. 424 California St. 


PittspurcH, Pa. Arsany, N. Y. Lonpon, Enc. Los AnGeLes, Cat, 
Farmers Bank Bidg. Ten Eyck Bidg. 36, Bishopsgate, E. C. 2 Hibernian Bldg. 
Wikes-Barre, Pa. Battimore, Mp. CreveLtanD, Outo Detroit, Micn. 
Miners Bank Bldg. Munsey Bidg. Guardian Bldg. Dime Bank Bldg. 
Kansas City, Mo. Burrato, N. Y. St. Louts, Mo. Wasuincton, D. C. 

Republic Bldg. Marine: Bank Bldg. Bank of Commerce Bldg. 741-15th St. N. W. 

Denver, Coto. SeaTTLe, WasuH. PortTLanp, Ore. MINNEAPOLIS, MINN, 

First Natl. Bank Bldg. Hoge Bldg. Railway Exchange Bldg. McKnight Bldg. 
New Orteans, La., 303 Baronne St. Attanta, Ga. Trust Co. of Georgia Bldg. 
Cincinnati, Onto Fourth Natl. Bank Blig. 





























